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THE TEXT YOU ARE VIEWNG | S A COVPUTER- GENERATED OR RETYPED VERSI ON OF A
PAPER PHOTOCOPY OF THE ORI G NAL. ALTHOUGH CONSI DERABLE EFFORT HAS BEEN
EXPENDED TO QUALI TY ASSURE THE CONVERSI ON, |IT MAY CONTAI N TYPOGRAPHI CAL
ERRORS. TO OBTAIN A LEGAL COPY OF THE ORI G NAL DOCUMENT, AS IT
CURRENTLY EXI STS, THE READER SHOULD CONTACT THE OFFI CE THAT ORI G NATED
THE CORRESPONDENCE OR PROVI DED THE RESPONSE.

January 27, 1989

SUBJECT: Revi ew of Craven County Wod Energy Project

FROM Al len C. Basal a, Chief
Economi ¢ Anal ysis Section, ASB (M 12)

TO Bruce P. MIler, Chief
Air Programs Branch, Region |V

We revi ewed the documentation on the subject project
regarding its economc viability with non-catal ytic ammonia
reduction of NOx controls. W find the arguments neither unique
nor convi nci ng.

In reaching this conclusion, we had no quarrel with the
anal ytical framework. The discounted cash flow nethodology is in
our judgenent appropriate. However, sensitivity analysis on the
revenue and fuel cost assunptions together with interest rate and
| everage factors (e.g., debt/equity m x and depreciation
schedul es) resulted in findings counter to those in the
applicant's analysis. |In particular, the project could under
certain yet undramatic conditions be economically viable with the
NOx controls. Resolution of course requires verification/
validation of the plausibility of applicant's assunptions
regarding the aforenentioned vari abl es.

To not burden the applicant nor the State permitting
authority, we provided a list of contacts who could provide
unbi ased evi dence regarding those vari abl es.

Frank Bunyard of ny staff perforned our analysis and hel ped
devel op the list of contacts. His attached meno provides further
details of the analysis and the list of contacts.

At t achnent

Aronson

Cal cagni

Jordan

McCut chen

W ms ( NCDNR- Archdal e Bui |l di ng)

CC:

Tpwes

January 27, 1989
MEMORANDUM

SUBJECT: Discounted Cash Flow (DCF) Analysis for Craven County
Proj ect New Source Revi ew

FROM Frank L. Bunyard
Econom ¢ Anal ysis Section, ASB, AQWD (MD 12)
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TO Al len C. Basal a, Chief
Economi ¢ Anal ysis Section, ASB, AQWD (MD 12)

Per your request, | have reviewed the DCF submtted with the
pernmit application for New Source Revi ew under the Prevention of
Significant Deterioration regul ations.

I have conducted a partial sensitivity analysis to test
assunptions on selected key variables. One of the inportant
results was that allow ng for constant revenues over 15 years
does make the project with thermal deNOx feasible for both target
rate of return and debt service coverage.

The nost inportant factors subject to scrutiny are concerned
with the foll ow ng:

* The revenue streamover the project life, particularly
t he assuned rates for the years 2001 through 2005.

* The escalation rate for wood waste prices (i.e., wood
waste price of $11 per ton rises to $21/ton in 2005).

* The depreciation schedul e assuned for the analysis
(i.e., wite-off of equipment in 5 years.)

* The inconsistent cost of capital for base plant (7.5%
and thermal deNOx (11.5%.

To reiterate our tel econference discussion, there are two
points regarding the analysis that seemto be counter intuitive
with reality. | do not believe the project is viable that shows
declining revenues with rising fuel costs over tinme, the thernal
deNOx controls notw thstanding. Secondly, we do not believe that
prices for waste wood woul d escal ate at the rate as assuned.

G ven that wood wastes represent an undesirable conmodity, nanely
the worst part of the tree, we would think that prices for

resi dual wood (chips and saw dust) would continue to be
relatively flat in the Southeast U. S., as they hae been

hi storically.

I would recommrend the follow ng contacts for providing
accurate answers to interject a nore realistic scenario in the
anal ysi s:

(a) North Carolina Utilities Conm ssion, Electric Division
for renegotiation of utility rates on rate schedul es
(e.g., CSP-6¢). Phone (919) 733-2267

(b) Phillip Badgev (TVA), Southeast Bi omass Program Missel
Shoal s, Al abama for information on costs and
availability for wood wastes. Phone (205) 386-3086.

Al so, Robert Brooks (TVA), Norris, Tennessee. Pr oj ect
manager for a conputer nodel of availability and costs
for forest resources for the Southeast. Phone

(615) 632-1513.

Al so, Fred Allen, Ceorgia Forestry Conm ssion, Mcon,
Georgia. Phone (912) 744-3357.

(c) Refer to the 1986 IRS (or |ater years) Tax Code for
depreci ati on schedul es.

I have followed up on sone of these contacts |listed herein
and have found that the Craven Project assunptions on revenues
and fuel costs are very pessinistic or conservative. It would
appear that the scenario portrayed in the Craven County project
shows that the thermal deNOx represents the knife-edge for
project feasibility.
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In conclusion, | would recommend that the docunentation for
the Craven County Project provide nore substantive justification
for the assunptions concerning the key variabl es discussed in
this analysis. As the analysis stands, the findings are not
convincing as a test of infeasibility.



